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New or Increased Tax Proposals Flood Legislatures 


Earlier this month, as most state legislatures were completing their work, indications were that one of 
the heaviest volumes of state tax legislation since 1949 would emerge from the legislative chambers. 
Proposals were made during the sessions for new or increased rates on just about every major revenue 
source now in use. New taxes were recommended by governors in 12 states; executives in 29 states 
recommended increases in present rates. 


Up to April Ist, 12 state governors had submitted balanced state budgets without asking any gen- 
eral tax increase; one governor proposed tax reductions. 


In a state-by-state survey, the Tax Foundation has compiled the major recommendations of the 
governors and has traced the disposition (to April 1) of many of the major tax measures. They are 
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presented in this Tax Review. 





see legislatures of 46 states have met or will meet this year to consider state budgets. Gover- 
nors in 4] states already have presented their programs to the legislatures. In five other states 
programs will be presented in April or May. Only Kentucky and Virginia have not scheduled a 


legislative session for 1955. 


To date 12 governors have submitted balanced 
state budgets without asking any general tax in- 
creases. These states are: Arizona, Delaware, 
Georgia, Indiana, Kansas, Massachusetts, Missouri, 
New Jersey, Ohio, Oklahoma, Rhode Island, and 
Wyoming. 


In making his recommendation for no new tax 
levies, Governor McFarland of Arizona noted that 
“taxes in our state have just about reached the satu- 
ration point,” but as an equalizing measure he pro- 
posed a use tax as a companion to the present state 
sales tax. 


Only one governor proposed tax reductions. Gov- 
ernor Craig of Indiana advocated repeal of the chain 
store tax, and liberalization of certain exemptions 
from the state’s gross income tax. He opposed, how- 
ever, a Korean veterans’ bonus and an increased gaso- 
line tax. He said that self-financing toll roads (rather 
than more highway user taxes), are the only answer 
to the state’s highway problem. 


Among the reasons advanced by the governors for 
being able to hold the line and not require new or 
increased tax levies were: 


1. Allowing no new or increased state services. 


2. Using part or all of surplus funds accrued in 
prior years. 


3. Continuing or re-enacting “temporary” new 
taxes or tax increases. 


4. Expectation of greater yields from present tax 
structures because of expanding economy. 


5. Tightening up loopholes in tax laws and improv- 
ing collection methods. 


6. Eliminating certain tax exemptions and pre- 
ferred treatment. 


7. Improving valuation assessment practices and 
providing equal statewide assessment. 


8. Increasing financing of capital outlay and other 
state programs through bond issues. 
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Proposals made by state executives for new and 
increased taxes include every major type of tax cur- 
rently in use by state governments. New taxes were 
recommended by governors of 12 states, while the 
executives in 29 states made recommendations for 
increases in present tax rates. 


The new revenue sources were said to be needed 
to augment present sources because: 


1. Surpluses are depleted or low. 

2. Revenues from present sources are leveling off, 
while expenditures continue to rise. This is due, 
some governors said, to a leveling off of the 
economy, noting that the tax yield from pres- 
ent revenue sources seems to be at its maximum 
or saturation point. 


a 
~~ 


. General price level increases have raised gov- 

ernment costs. 

4. Rapid population increases have caught both 
state and local governments unprepared. 

5. New and improved state services are being de- 
manded. 

6. More state aid for local governments is being 


asked. 


7. Capital outlay programs are being pushed to 
overcome the backlog built up in the war and 
postwar periods. 


Sixteen regular and three special sessions of state 
legislatures had adjourned as of April 1. From all 
indications, the heaviest volume of state tax legisla- 
tion since 1949 will emerge from the legislative 


chambers. 


Arkansas is the only state thus far which has re- 
duced its proposed budget below the present budget. 
The state legislature adjourned on March 11 without 
increasing any present taxes or adding any new taxes. 
It even cut estimated revenues $1 million by exempt- 
ing poultry and livestock feed from the state’s sales 
tax. However, appropriations passed by the legis- 
lators exceed by $8 million estimated revenues for 
the coming biennium. (The Constitution of Arkansas 
prohibits expenditures in excess of revenues.) 


New Mexico and Wyoming legislatures have also 
adjourned, having enacted no major new or increased 
taxes. Wyoming passed 14 bills repealing or limit- 
ing tax exemptions. From an incomplete report on 
Indiana, the only tax increase in that state was in the 
fee for retailers’ alcoholic beverage permits. 
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Some states face major financial problems. The 
California legislature, for example, was presented 
with a budget for the ensuing fiscal year envisioning 
some $70 million more in general fund expenditures 
than prospective revenues and surplus. The governor 
has recommended new and increased taxes as a means 
of balancing the budget without any new taxes by 
economies within the budget and certain inter-fund 


transfers. 


Idaho’s 33rd legislature, faced with a deficit of 
$8.5 million in the biennial budget, enacted revenue 
measures estimated to yield an additional $14.7 mil- 
lion in the biennium. Major actions, centered about 
the state’s income tax included: increasing the rates, 
broadening the base, and imposition of withholding. 
The legislature also put a surcharge on liquor sales; 
increased cigarette, onion, and potato taxes; in- 
creased motor vehicle license fees and hunting and 
fishing license fees. 


Measures being considered by the lowa legislature 
to produce $31 million needed to balance the state’s 
budget include: increased sales tax rates, a broader 
sales tax base, a broader income tax base, and ex- 
tension of the use tax to certain property used in 
interstate commerce. 


Pennsylvania’s governor plans to present his 
budget and tax program to the legislature early in 
April. Although his tax program has not been dis- 
closed, he has publicly stated his desire to eliminate 
the temporary 1 percent sales tax. He opposes enact- 
ment of virtually all the forms of broad-based taxa- 
tion. The big question in the state’s tax picture seems 
to be what type of tax will produce the up to $500 
million new revenue which will be needed in the 
coming biennium without adversely affecting the 
state’s industrial capacity. 


The South Dakota legislature approved a Korean 
veterans’ bonus and reinstituted the bonus taxes as 
levied in 1949 to pay the World War II bonus. A 
repealer is attached which allows the State Board of 
Finance to stop the additional 1 percent sales tax, the 
3 percent tax on alcoholic beverages and cigarettes, 
and the 1 mill state property levy whenever sufficient 
funds have been accrued to meet the bonus obliga- 
tion. 


The Tennessee General Assembly, which adjourned 
on March 18, increased the retail sales tax and 
broadened its base; increased motor vehicle license 
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fees and petroleum products inspection fees. The 
new revenues will be used to maintain the present 
state spending program and increase state expendi- 
tures for schools, highways, and mental health. 


The legislatures of all states named have been 
flooded with a variety of bills which would supple- 
ment present revenues. There follows a summary of 
executive recommendations to the legislatures and 
major new state taxes and increases in present rates 
passed up to April 1: (classified by category) 


SALES AND USE TAXES 
Executive Recommendations: 


Three governors and one special commission pro- 
posed new sales taxes, and 10 governors asked either 
for increased tax rates or broadened bases of existing 
taxes. One governor (Pa.) favors allowing the pres- 
ent temporary | percent sales tax to expire. 


A new use tax was recommended in Arizona. The 
governor of Maine suggested either a sales tax or 
a personal income tax. The Massachusetts Fiscal Sur- 
vey Commission recommended a general sales tax 
and a comprehensive revision of taxes (having the 
effect of incorporating most temporary taxes in the 
state’s permanent tax structure). 


In Nebraska, a constitutional amendment passed 
in November, 1954, would allow a sales or ‘ncome 
tax or both, if the state did not levy a property tax. 
Measures were introduced in the state’s legislature 
for both sales and income taxes. 


Rate increases were asked in Alabama, Illinois, 
Maryland, Mississippi, and Tennessee. Governor Foss 
of South Dakota suggested a temporary 1 percent 
increase in the sales and use tax to finance a Korean 
veterans’ bonus. Governor Stratton of Illinois asked 
for a one-year, 1 percent sales tax increase (to 3 per- 
cent), and for a new use tax. The governor of Arkan- 
sas asked for a 13-month, 1 percent increase in the 


sales tax. Broadening the base of the sales tax was 


suggested in Arkansas, Connecticut, Iowa, Utah (by 
Legislative Council), and West Virginia. Removal 
of the $15 tax limitation on a single article was pro- 
posed in North Carolina. 


Measures Enacted: 


Nevada 
New 2% sales and use tax. (Only new sales tax 


enacted to April 1.) 


Mississippi 
Increased sales tax rate 1%. New 3% use tax. 


S. Dakota 
Increased sales tax rate 1%. 3% (temporary) 
sales and use tax on alcoholic beverages, cig- 
arette, cigarette papers. 


Tennessee 
Increased sales tax rate 1% (coverage broad- 
ened). 
N. Dakota 


Extended present sales tax to 6/30/57. 
Wyoming 
Removed certain use tax exemptions (out-of-state 
purchases of industrial machinery). 


Washington 
Increased sales tax rate to 314% (highest in U.S.). 


Extended sales tax on transient lodgings. 


INCOME TAXES 


Executive Recommendations: 


A new income tax was recommended in West Vir- 
ginia, and higher personal income tax rates or de- 
creased exemptions were proposed by governors in 
10 states. Five legislatures were asked to consider 
tax withholding measures. Michigan’s governor rec- 
ommended a new 5 percent corporation income tax. 


Higher rates or decreased exemptions for indi- 
viduals were suggested by the governors of Arkansas, 
Idaho, Iowa, Maryland, Mississippi, New York, 
Oregon, Utah, Vermont, Washington, New Mexico, 
and Wisconsin. In Idaho, Vermont, and Maryland, 
the recommendations applied also to corporate in- 
come taxes. Colorado’s Governor Johnson recom- 
mended extension of the 20 percent income tax 
reduction. The Utah Legislative Council recom- 
mended an increase in the corporation franchise (in- 
come) tax. 


Withholding of state income taxes was proposed 
by the governors of Idaho, Maryland, and Minne- 
sota, while a special state tax study group in Utah 
urged adoption of net income tax withholding. The 
Indiana state budget director and a special tax com- 
mission recommended withholding of the state’s 
gross income tax. 


Measures Enacted: 
Idaho 
Received greatest rate increase, including repeal 


of 15% reduction formula, and new 7.5% sur- 
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tax levy on both personal and corporate income. 
(Beginning July 1, 10% of Federal withholding 
amount to be withheld by every !daho em- 
ployer. ) 
Montana 
1% of net income to be withheld after July 1. 
1955. 
New York 
Governor vetoed extension of temporary 10% re- 
duction in personal income tax. 
Utah 
Decreased deductions and allowances of personal 
income tax. Increased bank and corporation 
franchise tax rates from 3% to 4%. 


MOTOR FUEL TAXES 
Executive Recommendations: 


Eight governors have requested motor fuel tax rate 
increases, i.e., in Alabama, Iowa, Mississippi, New 
York (later withdrawn), North Dakota, Texas, West 
Virginia, and Wisconsin. North Dakota’s governor 
said that increases in highway user taxes may be 
necessary to match Federal aid. A special study 
group in Connecticut also recommended a gasoline 
tax boost. 


Measures Enacted: 


Alabama 
Increased rates from 6c to 7c a gallon. 


Montana 
Increased gasoline tax rates to 7c per gallon; 
diesel fuel tax to 9c. New 7c per gallon special 
fuels tax. 
Nevada 
Increased rates from 514c to 6c per gallon. 
New York 
Increased rate effective 1/1/56, subject to voters’ 
approval of $750 million highway bond issue 
next Fall. 
Nebraska, California 
Extended “temporary” higher rates. 
N. Dakota 
Made permanent additional tax; increased rate 
from lc to 2c per gallon. New 6c per gallon spe- 
cial fuels tax. (Replaces repealed motor fuels 
use tax.) 


Kansas 
Made permanent 5c special fuels tax. 


Utah 
New 4c tax on jet fuels. 


16 





W. Virginia 
Increased gasoline taxes from 5c to 6c per gallon. 


MOTOR VEHICLE TAXES AND FEES 
Executive Recommendations: 

Governor Clements of Tennessee recommended 
higher motor vehicle rates. West Virginia’s Governor 
Marland advocated a combined ton-mile and license 
tax for trucks. Michigan’s governor will not oppose 
new or increased highway user taxes if they are part 
of a comprehensive highway program to be presented 
to voters (scheduled for April 4). 


Measures Enacted: 
Tennessee 
Higher vehicle license fees. 
Maryland 
Raised rates on motor vehicle licenses effective 
1956. 
Montana 
New tax on bus and truckline vehicles: increased 
truck tax rates. (Maximum rate rose, $320 to 
$435.) 
Nevada Fee 
Doubled truck, operators’ license fees. a YY 
N. Dakota | 
Increased motor vehicle registration and oper- 
ators’ fees. 
Colorado 
Revised ton-mile tax. 


Idaho 
Increased motor vehicle license fees. 


STATE PROPERTY TAXES 
Executive Recommendations: 

Four governors proposed increased state property 
tax levies, i.e., in Colorado, Maryland, North Dakota 
and Utah. Utah’s governor commented: “An auto- 
matic property tax increase for schools seems un- 
avoidable.” The increased levy in Colorado is to help 
finance a ten-year state building program. Under a 
constitutional amendment approved by the voters 
of Nebraska in 1954, repeal of the state’s property 
tax levy would be necessary if the proposed new sales 
tax or income tax are approved by the legislature as 
replacements. 

Measures Enacted: 
Nebraska 

Extended one-half mill statewide property tax levy 

for teacher retirement. © 
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S. Dakota 
Increased state property tax one mill to finance 
Korean bonus (first $5,000 value of homestead 
is exempt). 
Montana 
Increased state property tax rate one mill. 


N. Dakota 
Proposed constitutional amendment levying a gen- 
eral property tax to retire highway bond con- 
struction and maintenance bonds referred to 

voters. 


Utah 
Increased state levy for schools automatically by 
about 6 mills. 
Wyoming 
Repealed exemptions affecting stock and agricul- 
tural societies, soil conservation districts, Taylor 
Act lands, $500 homestead; placed an $800 
accrued limit on veteran’s property tax exemp- 
tions. 


BUSINESS TAXES 
Executive Recommendations: 


The governor of Nevada urged consideration of a 
business activities or gross transactions tax. A more 
equitable tax on merchants than the present “floor 
tax” was advocated by South Carolina’s Governor 
Timmerman. The governor of New York asked that 
the temporary rate reduction of the unincorporated 
business tax be eliminated. A tax increase in the tele- 
phone company gross receipts tax was asked in Min- 
nesota. The Mississippi Legal Education Advisory 
Committee (of which the governor is a member). 
asked that a surtax be placed on present amusement, 
business franchise, installment loan, insurance pre- 
mium fees, oil distributors privilege, income, inherit- 
ance, estate, oil, and gas severance, and black market 
liquor taxes. West Virginia’s governor asked for 
elimination of the 10 percent reduction in business 
and occupation tax. 


Measures Enacted: 
Idaho 
Doubled corporation license fees. 
Washington 
Made permanent surtax on business and occupa- 
tion tax; surcharge increased from 20% to 60%. 


Michigan 
Extended business receipts tax to 12/31/55. 


W. Virginia 
Cut from 10% to 5% reduction on business and 
occupation tax. 
New York 
Governor vetoed extension of temporary 1% re- 
duction in unincorporated business tax. 
Mississippi 
Increased corporation franchise tax rates from 
$1.50 to $2 per $1,000 value of capital. 


INHERITANCE, ESTATE, AND GIFT TAXES 
Executive Recommendations: 
Inheritance and gift tax increases were proposed 
in Minnesota. A surtax was asked in Mississippi on 
inheritance and estate taxes. 


Measures Enacted: 
None reported. 


SEVERANCE TAXES 
Executive Recommendations: 

The governor of Minnesota suggested an increase 
in the iron ore severance tax, while in Mississippi 
an increase in the timber severance tax and a surtax 
on oil and gas severance taxes was asked. 


Measures Enacted: 
Arkansas 
Timber processors required to withhold lumber 
severance tax. 
N. Dakota 
Repealed 3c per acre mineral rights privilege tax. 


Utah 
New tax (1%) on gas and oil production. 


ALCOHOLIC BEVERAGE TAXES 


Executive Recommendations: 

Idaho’s governor asked for a new tax on alcoholic 
beverage sales in state monopoly stores. Increased 
rates were asked in California, Minnesota, Missis- 
sippi, and Tennessee. 


Measures Enacted: 
Washington 
Made permanent 10% alcoholic beverage tax. 
Indiana 
Levied $30 additional fee on alcoholic beverage 
permits. 


Idaho 
Approved 7.5% surcharge on liquor sales. 
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TOBACCO TAXES 
Executive Recommendations: 
_ Four governors asked for new tobacco taxes, while 
increased rates were recommended in six states. Cali- 
fornia’s governor asked for new taxes on both ciga- 
rettes and other tobacco products. A tax on all to- 
bacco products was recommended for Arkansas and 
North Carolina, while in Minnesota the governor 
asked for a new tax on tobacco products other than 
cigarettes. Increased tobacco tax rates were asked in 
Mississippi, and increased cigarette tax rates were 
recommended by the chief executives in Connecticut, 
Idaho, New Hampshire, and Texas. The Georgia 
revenue department proposed a tax on “king-size” 
cigarettes at a higher rate than those of regular size. 


Measures Enacted: 
Mississippi 
Increased cigarette tax rates (1c) to Sc per pack; 
rates lowered on cigars, “cheroots” and “sto- 
gies.” 
idaho 
Increased cigarette tax rate from 3c to 4c per pack. 
$. Dakota 
Increased cigarette tax from 3c to 314c per pack. 
Washington 
Increased cigarette tax lc per pack. 
Georgia 
Increased rate on “king-size” cigarettes from 3c 
to 4c per pack. 


PARI-MUTUEL TAXES 
Executive Recommendations: 

Increased rates were recommended in California 
and New Hampshire. The governors of Ohio and 
West Virginia recommended increasing the state’s 
share of the “take-out” and Governor Lausche of 
Ohio further suggested that money unredeemed by 
bettors should be paid to the state. 

Measures Enacted: 


W. Virginia 
Raised rates from 3% to 4%. 


UTILITIES TAXES 
Executive Recommendations: 
None reported. 
Measures Enacted: 


Rhode Island 
Assessed public utilities annually at 45% of ex- 


penses of Public Utilities Administrator’s office. 


Washington 
Made permanent 10% emergency surtax on util- 
ities. 
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W. Virginia 
Cut from 10% to 5% reduction on utilities tax. 


Idaho 
New utilities rates on gross intrastate receipts. 


(Rates: 14 of 1% on railroads, motor carriers; 
1, of 1% on all other public utilities.) 


MISCELLANEOUS TAXES 
Executive Recommendations: 

The governor of New Hampshire proposed re- 
enactment of the head tax. A new soft drinks tax 
and an increased rate on the domestic insurance 
company premiums tax were asked by the governor 
of North Carolina. A mutual casualty and insurance 
company tax and a higher income tax on banks were 
requested by the governor of Wisconsin. 


Measures Enacted: 
Idaho 
Increased potato and onion tax. 


New Hampshire 
Extended special $5 head tax. 


W. Virginia 
Increased certain license and filing fees on insur- 


ance companies to $25. (Was $10.) 


Nevada 
Increased gambling tax. 


STATEWIDE PROPERTY EQUALIZATION AND 
REASSESSMENT PROGRAMS 
Executive Recommendations: 

In their budget messages many governors alluded 
to the problem of equalization of property assess- 
ment. Governors in Arizona, Arkansas, New Jersey, 
New Mexico, South Carolina, and Washington urged 
adoption or strengthening of statewide equalization 
programs. An interim tax committee in Idaho also 
recommended a statewide assessment equalization 
program. 


Measures Enacted: 
Arkansas, Idaho, Montana, Nevada, 
New Mexico, Washington 
Authorized or strengthened statewide property 
equalization or reassessment programs. (Simi- 
lar programs under consideration in other legis- 
latures. ) 


STATE TAX STRUCTURE STUDIES 
Studies of state tax structures have been author- 
ized by legislatures in Idaho, Michigan, Montana, 
and Nevada. The governor of the state of Washington 
recommended that such a study be made, but the 
legislature allowed the measure to die. 

















